Internal Revenue Service Jdepartment of the [reasury

District

' 1100 Coamerce St ., Dallas, fexas 1542
Director

Date: T - 8§ 1993

Employer ID Number:

Person to Concac: :
Telephone Number:

Refer Reply To:

Dear Sir or Madam:

You were formed on in

your organizing decument, the Charter, vour objectives are to:
Exchange information, protlems, ideas, éxperiences, resources and
questions related to the use of

Influence the directions of development activities for L
software products.

You indicate that the software produced by
web application platferm and that your focus is a line of business known a
web application development.

You have no requirements for membership and you charge no membership
Your membership consists of the @ individuals On your mailing iis
YOou state that most nf these are Tnactive members.  Vanur memhership r
not include specific information on how many of your members use
software but you estimate that @@ of vcur members dre associated iwith
companies that use software. The remaining members eisrey
not specify the company they are associated with Or you are not aware that tha
company listed uses S o cware,

You :indicate that yOu intend to hcld Wl to @l nectings per vear, Speakers
At the meetings will include bo+h members and professionals in i ;
Topics covered at the meetings are to be within the web application
environment. You have conducted three meetings since you were
According to the agendas for the meetirgs and the descriptions
you proviced, eight topics were covered during these meetings. :
these topics specifically addressed nor- G <oft.are issues. Topics
as listed in your Announcements are: )

Prasident of —discussing O - on i
the marketplace and the future direction of NN




S — )

A representative of illdemonstrating an application he :s developing with

Using e i [ NST211ing U i - Y
and new features in ~

Your other activities include maintaining a web site on th
of Sponsorship. links on your web site, sales of your maili

€ internet, sales
5pon: n
soliciting sponsors for vour meetings. The web site conta

g list and

<

ins informaticn on
your meeting dates, Your current off:cers and sponsorship iinks.
fee of SENN per year to companies that purchase a sponsorship link whic
their web site tgp yours. Your site Currently lists @R sponsors ang you

estimate that you will have oimm t- @ companies participate as Sponsors each
vear,

You charge a fee of SAER per vear to anyone purchasing your mailing list. vwvoy

estimate that this activity will generate SENB to SEER per year. To date, no
one has purchased a copy of you- mailing list,

Sponsors of your meetings are *allowed to place advertisements on a table at
the meeting they sponsor, are acknowledged at the begirning of the meeting,
are allowed five minutes at the end of the meeting to make 3 statement and are
listed as a sponsor on the agendas mailed out to members, The spenseor is
required to cover any costs incurred for the meeting site. You have only had
sSponsors at one of your meetings to date. You indicate that Sponsors will
only be solicited in the future if 4 "free” meeting site can't ko sacured,
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Section 50l(ci6) of the Internal Revenue Code provides exemption for:

RO part of the net earnings of which inures to the benefit of any private
shareholder or individual."

"Business leagues, chambers of commerce,...nct corganized fg pProiit and

Section 1.501:ic1(6)-1 of the regulations provides as foliows
‘A business league is an asscciation of persons naving some common
pusiness interest, the purpose of which is tg¢ promote such common

si
interest and not to €ngage in reqular business of a kind ordinarily
carried on for profit. t is an organization of the same general
class as a chamber of commerce or board of triade. Thus, 1its
activities should be directe¢ to the improvemen: o
conditions of one or more lines of business as di
the performance of particular services for individnal person

i 3. An
drganization whose Pburpose 1is to engage in a regular business ~f g
kiﬁd‘ordinarily carried on faor profit, even though the business is
conducted on a cooperative basis or produces only sufficient income
to be self-sustaining, is not a business leaqgue. ###"

Revenue Ruling 74-147, 1974.-1 C.B. 136 describes an organization whose members
Tepresent diversified businesses that own, rent, or lease ligital computer;
sroduced by various manufarturers, organized to improve the ef‘iCj ncy of i

. tbhers’ use of “omputers, gualifiss for exemption under sec: 3

the Code.
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Revenue Ruling 83-164, 1983-2 C.B. 95 stétés th

. 18T an crgan:zation “nhose
members fepresent diversifieg businesses that Own, rent or lease Computers
PiCcuced by a single computer manufacturer doeg ot qualify for 2Xemption

under section 501(c)(6) of the Code.

In National Prime Users Group, Inc. v, u,s. 667 F. Supp. 250, an organization

Xempt status since it didn't
zation was organized for
users of computer equipment manufactured by one particular corporation and
did not serve the interests of the entire industry

did not qualify as a businessg league entitleqd to e
meet the line of business requirement. The organi

In Qg;gg_;gggxnatioggi_ggggprat;on v. U.S. 948 F.2d 360, an érganization
did not qualify as a tax éXempt business league because it failed to meet the
requirement that its services benefit an entire "line of business". The
Crganization's membership was limited to businesses owning IBM mainframe

equipment and itg activities were focused on their Specific interests ang user
needs,

Revenue Ruling 83-164 ang both of the cases noted above cite Natio

tional Muffier
D.@_aie_r§__Aw.c_iim_l_ng-_uia_@i:a&L_&LS_-_iLZLﬁ7-479 (1979). In

that case, a trade organization for muffler dealers was not Axempt. It
confined itsg membership to dealers franchised by a particular company and its

activities to the business of that company. The court held that Midas Muffler
franchisees do not constitute a "line of business" ang that tax exemption as a
business league "is not available to aid one grcup in competition with another
within an industry".

You state that you should be exXerst under section 501(c)(6) of the Code
because your membership consists of individuals in the area of web application
development in general since you do not specifically restrice vyour membership
te the users of products, ang because the topics
covered at jour meetings include information for areas in web develcpment
which do not require the use of any product from g

However, the active membership consists mainly of a smal] number of
software users, Further, the majority of the topics presented at
the three meetings you have conducted to date have focused on
products. :

Your members do have a common business interest in the use of computer
sSof tware similar tc the common business interests described in the revenue
How
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v
rulings and the two court cases concerning computer hardware. owever, the
Organization in Revenue Ruling 74-147 directs its activities to umers o
hardware made by diverse and ccmpeting manufacturers, while you direct vour _
activities to users of software made by one manufacturer. Your activities are
directed to the use of just as the a tivities of the
Oorganizations described in Revenue Ruling 83-164 and the twc court cases are

dire

directed to the activities of a particular manufacturer of hardware.

Fn

By directing your activities to the users of software, you ace
directing your activities toward the improvement of business conditions in

“
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only one segment of the web application development line of business tc which
vour members belong. Because you limit your activities to the users of
b software, ycu help provide a competitive advantage to

and its customers at the expense of
competitors and their customers that may use
other brands of software. Your activities are not directed towards the

improvement of business conditions in one or more lines of business within the
meaning of section 1.501(c)(6)-1 of the Regulations.

Accordingly, it is held that you are not entitled to exem
income tax as an organization described in section 501(c)

Revenue Code, and you are required to file Federal Incom
1120.

tion from Federal
6) of the Internal
Tax Returns on Form

P
(
e

If you do not agree with these conclusions, you may, within 30 days from the
date of this letter, file in duplicate a brief of the facts, law, and argument
that clearly sets forth vour position. If you desire an oral discussion of
the issue, please indicate this in your protes: The enclosed Publication 892
gives instructions for filing a protest.
If you do not file a protest with this o

ffice within 30 days of the date of
this report or letter,

this propcsed determination will become finai.

If you agree with these conclusions or do not wish to file a writ
please sign and return Form 6018 in the enclosed self-addressed e
soon as possible.

ten protest,
nvelope as

£ you have any further questions, please contact the perscn whose name and
elephone number are shown at the beginning of this letter.
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Sincerely,
e e P
f’/ﬂ/, = /0 )
Vo ki alPiow g R
Glenn E. Henderson
District Director

Enclosures:
Publication 892
Form 50138




